BUREAU oF * 
GOVERNMENT 


TAX REVIEW evcser iscsi... 


Published by The Tax Foundation, Inc., 30 Rockefeller Plaza, New York 20, New York 


ceoooogo @o oo 0o0 Ceo oooco0go 000000000 000000000000000000000 


Reappraising Social Security 


Survey of Program’s Weaknesses Represents 


Sound Approach to Real Improvement. 


by Howard Friend 


VERSITY 
us MICHIGAN 


MAY 25 1954 


eg LIBRARY 


OCIAL SECURITY in the United States is now undergoing one of the most searching re- 
examinations, both in the public eye and in the national Congress, perhaps the most searching 
to which it has been subjected since its establishment 19 years ago. 


Out of th:. reexamination should come vital and 
far-reaching decisions. The decisions to be made, in 
fact, very readily could spell the difference between 
a social security system that will be a strengthen- 
ing influence—or one that will do a great damage 
to the institution of American living for many 
decades. 


Manifestations of this reexamination are numer- 
ous. President Eisenhower has asked for extensive 
changes in the Federal Social Security Act. The 
special Subcommittee on Social Security of the 
House Ways and Means committee has completed 
a six-month-long, fact-finding survey. The subject 
is high on the 1954 action calendar of the full 
Ways and Means Committee. Thus the national 
governmental stage for legislative action is set. 


But more significantly, there is a growing mani- 
festation of widespread, real public interest in the 
social security problems and what they mean. 
People, as never before, are talking social security. 
For the most part, they are interested in what social 
security will do for them; they are concerned about 
what it might do to them. 


The findings of the Social Security Subcommittee 
should have a significant influence on any action 
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that may be taken by Congress. Created to make 
a fact-finding survey of public assistance and old 
age and survivors’ insurance phases of the program, 
the Subcommittee is headed by Congressman Carl 
T. Curtis of Nebraska. Helping to carry out the 
work of the Subcommittee was an employed staff 
headed by Karl T. Schlotterbeck, formerly of Brook- 
ings Institution. 


Original Purposes and Status : 


With respect to the work of the Subcommittee, 
or any other reexamination of the system, one im- 
portant point should be made—and emphasized: 
The social security program is a social-political 
experiment carrying a tremendous impact upon the 
American public. It has both its good features and 
its weaknesses. To review it carefully for the pur- 
pose of discovering and revealing its shortcomings 
is not to attack or destroy it. On the contrary, such 
a reappraisal represents the only sound approach 
to any real improvement of social security in the 
long-range interest of the country as a whole. 
Charges have been made that the purpose of the 
Curtis Subcommittee study was to “wreck” the pro- 
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From the constructively critical viewpoint, then 
—what is the current status of social security in the 
United States, and what is wrong with it? 


The original purpose of the Act was to meet the 
problem of dependency of retired, aged persons 
’ through the establishment of two programs—one 
to be permanent, the other to be temporary. The 
permanent program, as broadened in 1939 to in- 
clude protection for survivors of family bread- 
winners (now the Old Age and Survivors’ Insurance 
system), is operated entirely by the Federal govern- 
ment. The other program, instituted supposedly only 
as a temporary expedient to fill the gap while the 
permanent program was maturing, was that of the 
matching grants of Federal funds to the states 
to help finance assistance benefits paid on a basis 
of need to aged persons, to the blind, and to de- 
pendent children. The public assistance program 
(commonly known as public welfare), is adminis- 
tered by the states under Federal statutory stand- 
ards and is financed out of general tax funds. 


After 19 years the OASI program, as of August, 
1953, was paying monthly benefits to 5,704,558 
persons, at an annual rate of $2,879,086,000, and 
had accumulated $18,586,638,000 in its Trust Fund 
for the payment of future benefits. At the same 
time, through the public assistance grants program, 
the Federal government was financing more than 
half of the cost of assistance benefits for 2,600,183 
aged persons, 1,941,600 dependent children and 
their mothers or other caretaking relatives, 99,272 
blind persons, and 184,768 disabled persons. Total 
payments to these recipients in August, 1953, were 
running at an annual rate of $2,492,184,000. 


Conclusions Reached By Study 


Significant conclusions to be drawn with respect 
to these two programs from facts developed by the 
Subcommittee staff and from other facts are these: 


1. Contrary to the original intent and expecta- 
tions, the Federal government has gone more 
deeply into the financing of public assistance 
(instead of withdrawing), and the public as- 
sistance program has remained a close com- 
petitor to OASI—still retaining all the earmarks 
of permanency and of aspirations of further 
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growth and still broader claims on Federal 
subsidies. 


. Because of the liberality of the Federal match- 


ing formula and of the conditions under which 
the Federal aid is offered, the public assistance 
program has pursued its course to the point 
where each state is able to control, within 
certain limits, the amount of Federal funds it 
will receive—with the result that profligate 
spending by a state is rewarded and good 
administration is penalized. 


. The OASI program still withholds its protec- 


tion against the hazard of dependency in old 
age from approximately six out of 10 of all 
persons who have reached or passed age 65— 
and currently is leaving outside its coverage 
approximately one-fifth of all existing jobs 
in employment and self-employment in the 
United States. 


. Persons now on the OASI benefit rolls have 


not bought and paid for the benefits for them- 
selves and their dependents and survivors, but 
rather have made little more than token pay- 
ments—with the result that the dividing line 
between aged persons eligible and those not 
eligible (as measured by tax payments) is so 
thin as to approach the vanishing point in 
many instances. 


. Contrary to popular beliefs, OASI tax pay- 


ments by today’s workers and their employers 
are required in their entirety to meet obliga- 
tions for current and future benefits to persons 
already on the rolls—and nothing has been 
laid aside to pay future benefits to today’s 
workers. 


. Because in the present unmatured status of 


the OASI program the tax revenues from the 
employment of 80 percent of the working pop- 
ulation are being used to pay benefits to only 29 
percent of the aged, the program offers what 
appear to be “bargain rates” that conceal the 
future cost impact and condition the public 
to expect more of the same brand of “bar- 
gains.” 


. Numerous kinds of unequal treatments of in- 


dividuals in comparable circumstances exist 
in the operation of the OASI program. 


. The program does not constitute insurance 


in the commonly-accepted meaning of the 
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term, and Congress is not limited by pre-es- 
tablished contracts in any OASI action it may 
take. 


These conclusions, taken as a whole, do not repre- 
sent indictments of the existing social security sys- 
tem in the United States. They are parts of a realistic 
appraisal of realistic problems, 


What are the facts as to the apparent permanency 
of Federal participation in financing of public as- 
sistance programs—contrary to the original intent 
that this should be a temporary undertaking? 


Assistance Program Wants to Stay 


First of all, in response to political and other 
pressures, the Federal government has progressed 
in four successive stages from 50-50 matching of 
state expenditures for old age and blind assistance 
to that of $20 out of the first $25 and $15 of the 
next $30—or a total of $35 of Federal funds in a 
maximum reimbursable grant of $55 monthly. Sim- 
ilar changes have occurred in the matching formula 
for aid to dependent children. In other words, the 
Federal government has insisted on financing a 
larger and larger share of state and local assistance 
expenditures. 


Second, in 1950, the Federal government made 
its funds available as grants-in-aid for a fourth and 
new assistance category—aid to the permanently 
and totally disabled. 


Third, Federal social security officials for years 
advocated the establishment of Federal grants for 
general assistance—in addition to the present grants 
—and while official advocacy of this move has been 
dropped with the advent of the Eisenhower adminis- 
tration, strong outside pressures for it still exist. 


Fourth, Federal expenditures on grants to the 
states for assistance stood at their highest point in 
history in 1952—$1,261,514,000, and this had be- 
come by a heavy margin the largest of the Federal 
government’s grants-in-aid programs. 


While it is true that the number of persons re- 
ceiving the Federally-aided assistance payments has 
declined from a peak in October, 1950, the decline 
has been small in relation to the increase in the 
number of OASI beneficiaries. The number receiv- 
ing the assistance payments in October, 1950 was 
5,203,133. It had dropped by 377,310 persons to 


4,825,823 in August, 1953. Meanwhile, the number 
receiving OASI payments increased by 2,522,216 
in the same period—or from 3,182,342 to 5,704,558. 


In the state of New Jersey (as of June, 1953), 
only 4.9 percent of the population aged 65 and over 
received old age assistance benefits. As of the same 
date, in Louisiana, the proportion was 59.9 per- 
cent. These were the low and high extremes among 
the states. Similarly, the amount of Federal funds 
spent on old age assistance in the calendar year 
1952 was equal to only $18 for each person aged 
65 or over in Virginia, as contrasted with a high 
of $230 in Louisiana. Wide ranges of these types 
also existed as to the other assistance programs. 


Differing economic conditions and the proportion 
of the aged and of widowed mothers eligible for 
OASI benefits obviously are contributing factors to 
these wide variations in the percentages of persons 
receiving assistance payments and in the relative 
amounts of Federal assistance grants going to the 
respective states. Far more potent factors as to 
many states, however, are differences in the degree 
of liberality of state assistance laws and difference 
in the character of administration given such laws. 


Grants Reward Loose Spending 


Each state determines how “need” is to be de- 
fined for purposes of its assistance programs. “Es- 
sential living requirements” of an individual to be 
met by the assistance grants vary widely among the 
states. The Federal statute specifies that resources 
and income must be taken into consideration in 
determining the need to be met by the assistance 
programs, but it does not define “resources.” The 
ability of close relatives to provide support and 
the availability of suitable employment to a recipi- 
ent may be considered as resources in one state and 
completely disregarded in another. 


One state may allow an aged person to own real 
and personal property of substantial value and still 
draw the assistance payments while another will 
withhold the assistances until he has “lived up” 
these resources. Some states have provisions under 
which they may recover part or all of the assistance 
payments from any estate that may be left by a 
recipient, while other states protect the heirs of the 
recipients by having no recovery provisions. These 
facts all add up to the conclusion that each state can 
control within broad limits, the amount of funds 
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it will draw from the Federal treasury. States with 
“loose” policies and practices in granting assistance 
payments to large numbers of persons are rewarded, 
through Federal aid, at the expense of other states 
that safeguard their assistance plans against abuse. 


Many Outside OASI/ 


On the other side of the picture, the reexamina- 
tion of the OASI system reveals that it still with- 
holds its promised “floor of protection” from six 
out of 10 who have passed 65. As of December 31, 
1952, there were 8,041,000 aged persons (out of 
an estimated aged population of 13,305,000) who 


number of aged persons in the future otherwise 
permanently outside the system will be reduced? 


One of the popular misconceptions about OASI 
is that the cash benefits represent something that 
the beneficiaries have bought and paid for, Actually, 
under this social benefits system, it never was con- 
templated that each individual, or each individual 
and his employer, necessarily must buy and pay 
for his own benefits. Particularly with the advent 
of the 1939 and 1950 amendments to the Social 
Security Act, stints of OASI-covered employment 
calling for little more than token tax payments are 
all that have been required to qualify a person and 
his dependents and survivors for benefits. There 


HOWARD FRIEND is Research Director of the Indiana State Chamber of Com- 


merce. He served as a House Ways and Means Subcommittee on Social Security staff 


member during latter half of 1953, while on leave of absence from his regular posi- 


tion. The article’s interpretations and opinions are Mr. Friend’s. They do not neces- 


sarily reflect those of either the Subcommittee membership, other Staff members 


or of the Tax Foundation. 





neither were drawing OASI benefits of any kind nor 
were eligible for such benefits. Another 1,440,000, 
or approximately 11 percent of the aged, were 
eligible for the benefits on the basis of wage credits 
but were not drawing them because, in most in- 
stances, they were still engaged in employment or 
. self-employment. This meant that only 29 percent 
of the aged persons in the country were actually 
receiving OASI benefits. 


The failure of the OASI, after 16 years of benefit 
payments, to encompass more than 40 percent of 
the aged population raises again fundamental ques- 
tions with which Congress has been wrestling since 
the program’s establishment. Notable among these 
questions: Can the deeply embedded public assist- 
ance program be expected to withdraw from the 
scene while this large a proportion of the aged are 
still outside the OASI orbit? Should arbitrary steps 
be taken to mature the program quickly, as partial 
steps were taken in that direction in 1939 and 
1950? Should more of the one-fifth of the current 
jobs in employment and self-employment still out- 
side OASI be taken into its coverage, so that the 
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are instances involving nonpayment of taxes by 
employers, in fact, where benefits are payable with- 
out any taxes having been collected! 


Benefits Not Bought, Paid For 


One of the revelations of the Curtis Subcommittee 
study is that, as of the end of 1952, the 2,644,000 
aged primary beneficiaries drawing benefits at that 
time already had received cash benefits equal to 
approximately ten times the amount of OASI taxes 
paid by them—and by the time they leave the rolls 
these same beneficiaries will have received benefits 
totaling approximately 48 times the taxes paid by 
them. If the matching taxes paid by their employers 
are taken into account, the ratio of benefits already 
paid to taxes collected was five to one, and the 
ratio of total benefits ultimately payable will be 
24 to 1! 


The largest amount of employer and employee 
OASI taxes that could have been paid by and for 
any 65-year-old individual who went on the rolls 
at the end of 1952, is $1,086. Under normal life 
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expectancy rates, the benefits payable to him and 
his wife of the same age would total $21,905. It 
has been possible in extreme cases for an aged 
couple (on the basis of wages requiring the pay- 
ment of only $9 in employee and employer taxes), 
to qualify for benefits having a normally expected 
worth of $6,428! 


Under 1950 “new start” provisions, many persons 
have been able to qualify for maximum benefits of 
$127.50 monthly (for an aged couple) by reason of 
having worked 18 months and having paid $81 in 
OASI taxes to match an equal amount paid by 
their employers. Others who died before September 
1, 1950, however, may have worked in covered 
employment for as long as six years and have paid 
considerably larger tax bills without establishing 
benefit eligibility either for themselves or their 
widows. Actually, where a worker falls barely short 
of having the required number of quarters of cover- 
age, it is possible for wages representative of only 
a few cents in taxes to mean the difference between 
eligibility or lack of eligibility. This raises the 
question of whether the thinness of the line separat- 
ing the “unprotected” from the “protected” repre- 
sents discrimination against those who have been 
unable to qualify for benefits because of accidents 
of age and occupation. 


Since persons who already have received or are 
receiving the OASI benefits have paid (together 
with their employers), for only a small portion of 
their benefits, it becomes obvious that most of the 
cost burden is being borne by others. These “others” 
are today’s workers and their employers. The Sub- 
committee’s study showed that actually all the tax 
revenues accumulated thus far in the OASI Trust 
Fund, and more, will be needed to pay future bene- 
fits to persons already on the rolls. 


As of December 31, 1952, there was an OASI 
Trust Fund balance of $17,441,719,000. There 
were 5,026,000 primary and secondary beneficiaries 
drawing benefits. These beneficiaries already had 
received in benefits $6,010,700,000. They will re- 
ceive before they leave the rolls, an estimated addi- 
tional $21,826,000,000! 


Thus, as against a Trust Fund balance of $1714 
billion, there exists a liability for those already on 
the rolls of $22 billion. While $1714 billion is 
being paid out of benefits, it will draw approxi- 
mately $214 billion in interest. Thus, including this 


expected interest, the OASI Trust Fund still was 
“short” by nearly $2 billion of having accumulated 
by the end of 1952 enough of a balance to pay 
benefits to persons already on the rolls. In other 
words, it could be said that nothing had been laid 
aside to pay future benefits to current workers. A‘ 
the end of 1952 there were approximately 87,200,- 
000 living persons in the United States who had 
paid OASI taxes but had never drawn benefits. 
These 87,200,000 persons and their employers had 
paid $21,997,000,000 in OASI taxes. Obviously, 
under the present financing arrangement, the retir- 
ing aged persons of the future must depend upon 
the workers and employers of the future to finance 


their OASI benefits. 


“Bargain” Rates Hide Cost 


Apparent throughout an appraisal of the current 
status of the OASI program is the significant fact 
that the program still is unmatured—and, as previ- 
ously stated, that tax revenues from the employment 
of some 80 percent of the working poulation are 
available to pay benefits to only the 29 percent 
of the aged population on the rolls at the end of 
1952. 


This explains why the program can be financed 
currently on what amounts to “bargain” tax rates, 
and why the future cost impact is concealed. It 
represents one of the reasons why increases in 
benefits can be voted without there being com- 
mensurate increases in tax levies. It is a major 
element involved in the long-standing controversy 
over whether the program should be on a “full 
reserve” or a “pay-as-you-go” financing basis. A 
serious problem is that of whether a public that 
has become accustomed to “bargain” rates will in- 
sist upon their continuation—possibly to the extent 
of demanding that general tax revenues be tapped 
to meet the heavier costs of the future. 


In any social benefits system having the scope 
and complexity of the OASI program, some amount 
of inconsistencies and situations that appear to 
represent unequal treatments of individuals in com- 
parable circumstances are to be expected. The ques- 
tion is whether the present OASI program has more 
than its share of these. 


To illustrate: If a farm laborer is employed on 
April 1, he can be attaining OASI coverage in the 
July-September quarter of that year—but if he is 
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not employed until April 2, he will be denied cover- 
age until the October-December quarter. A domestic 
worker may obtain coverage by working only 24 
days in a calendar quarter in one household, while 
another may fail to obtain coverage even though 
she works as many as 69 days in a calendar quarter, 
dividing the days equally among the three house- 
holds. Officers and members of a commercial fishing 
crew are in covered employment while fishing for 
salmon or halibut, but may not be covered by OASI 
when fishing for some other kind of fish! If a father 
is employed by his son, his employment cannot 
be covered by OASI, but if he had been employed 
on a bona fide basis by his son-in-law, the work 
would be within OASI coverage. 


Although maximum benefits were readily obtain- 
able under 1950 “new start” provisions on the basis 
of only six quarters of work, younger workers with 
a full working lifetime ahead of them will have 
to work the full period without any interruptions 
in their work experience in order to qualify for maxi- 
mum benefits under the present law, even though 
they will have made far larger tax contributions 
than the “new starters.” If a person on the benefit 
rolls finds a job and works for wages of $100 
monthly for 12 months, he will be denied his OASI 
benefits for all 12 months—but if he earns the same 
amount in OASI self-employment he will lose only 
four months of benefits for the year. A person 
who continues to work after passing the retirement 
age and having OASI benefit eligibility not only 
must forego his benefits, but also must continue 
to pay OASI taxes upon his earnings. 


The list is illustrative only. It could be much 
longer. For the most part, these situations arise 
out of the drawing of artificial lines between cov- 
ered and non-covered employment and between eli- 
gibility and non-eligibility for benefits. Problems 
such as these offer fertile grounds for efforts to 
simplify OASI. 


One of the major conclusions coming out of the 
Curtis Subcommittee study is that the OASI pro- 
gram is not insurance in the commonly-accepted 
meaning of the term, but rather is a system of social 
benefits bestowed by statutes that are subject to 
change at any time by Congress. 


The significance of this finding lies in its clari- 
fication of the right of Congress to make any 
changes in the program that it chooses without being 
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limited by pre-established contracts. As a matter 
of fact, if Congress were bound by the contract 
theory, it would not even be able to liberalize bene- 
fits for persons already retired unless it also assessed 
additional “premiums.” 


While it may be assumed that Congress will sat- 
isfy its moral obligations under its statutory com- 
mitments, the frank recognition that the OASI 
benefit rights are of a statutory rather than a con- 
tractual character leaves to the Congress greater 
opportunity to shape the social security program in 
the future in accordance with the needs of the day 
and the best interest of the country as a whole. 


The Basic Legislative Issues 


What is the outlook for social security legislation 
in the immediate future? Obviously, the answer is 
unknown at this time. Certain of the basic issues, 
however, can be defined from separate proposals 
advanced by President Eisenhower and Congress- 
man Curtis. 


Both the President and Congressman Curtis ad- 
vocate virtually universal coverage of all forms of 
employment and self-employment in the future. The 
larger groups that would be affected by being 
brought into the system are self-employed profes- 
sional people and farm operators, and irregularly 
employed farm and domestic workers. The con- 
troversy on this point will lie between advocates of 
universal coverage and spokesmen for groups re- 
luctant to accept the coverage extension. 


On the more fundamental issue of what to do 
about Federal grants-in-aid for public assistance, 
however, there is direct conflict between the Presi- 
dent’s proposals and those of Congressman Curtis. 
The Curtis plan is for complete elimination of 
Federal grants for the assistance programs. The 
President’s plan not only would continue the grants, 
but, in some respects, would place the Federal gov- 
ernment deeper than ever into the financing of as- 
sistance. 


Under the Administration’s proposals, the prin- 
ciple of variable grants for assistance, based upon 
the average per capita income figure for each state, 
would be instituted for the first time. Furthermore, 
the present ceiling on reimbursable grants of $55 
monthly (for old age, blind and disability as- 
sistance) would be removed, and the Federal gov- 
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ernment would reimburse on individual payments 
of unlimited amounts so long .as the state-wide 
average of these assistance payments did not exceed 
$55 monthly. Also, the grants-in-aid formula would 
be adjusted so as to reduce assistance grants going 
to each state in an inverse ratio to the growth in 
the proportion of aged persons in that state draw- 
ing OASI payments. Thus, the first factor in the 
proposed formula would establish variable grants, 
the second would tend to extend Federal participa- 
tion in the assistance financing and the third would 
tend to withdraw the participation. 


Under the Curtis proposal, the way would be 
paved for the immediate elimination of all Federal 
assistance grants by the blanketing into the OASI 
system, for the proposed new minimum OASI bene- 
fits of $45 monthly, of all presently retired, aged 
persons and widowed mothers not now eligible for 
OASI benefits. Thus, the OASI program would be 
matured quickly and placed on a pay-as-you-go 
financing basis. Other elements of the Curtis pro- 
posal are liberalization of the present $75 monthly 
earnings test; elimination of the OASI taxation of 
earnings of persons age 66 and over who have 
acquired 40 quarters of OASI coverage; tightening 
of conditions on the payment of OASI benefits to 
residents of foreign countries, and OASI taxation 
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at employee rates of the first $3,600 annually of 
investment and other non-covered income if the in- 
dividual has not already been taxed for OASI 
purposes. 


The Administration proposals would increase all 
OASI benefits, raising the maximum for a retired 
worker from $85 to $108.50 monthly, and the mini- 
mum from $25 to $30. In contrast, the Curtis plan 
would increase only the minimum benefit, to $45 
monthly. Under the Administration’s proposals, 
the annual taxable wage base would be expanded 
from $3,600 to $4,200 and the 1954 step-up to a 
total 4 percent rate level would remain in effect. 
The Curtis plan would leave the rate step-up in 
effect, but would not expand the taxable wage base. 
The President’s plan would neither mature the OASI 
program nor place it on a pay-as-you-go financing 
basis. 


Social security changes advocated by the Ad- 
ministration are embodied in H.R. 7199 (OASI) and 
H.R. 7200 (public assistance) introduced January 
14 by Congressman Daniel A. Reed, of New York. 
The Curtis plan is in H.R. 6863, introduced by 
Congressman Curtis January 6. The issues involved 
in these bills, and others certain to arise, will offer 
to the Congress during its 1954 session a full quota 
of work in the field of social security legislation. 
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